' X=-779
COPY
: Philadelphia, Pa.
March 2, 1918.
Dear Govarnor Harding:
in accprduncé with your request at the closing session of our
conference yesferday, I take pleasure in submitting an outline of the plan
of organization we have perfected in the New York District for the sale of
certificates and the greater consolidation of banking resources into the
Federal Reserve Bank, | |
While the organization was planned primarily to sell certificates
it seemed to us that we should not lose the opportunity of developing it
along lines which would permit of its cooperating with us effectively along
the following lines aleo:
1. The sbrting out of gold and geld certificates by every
bank in the district and their shipment to us for credit
or for exchange into Federal Reserve Notes.

2. The securing of a.large proportion of the desirable State
banking institutions as members of the Federal Reserve System.

3. The completion of our par list. (although we are collecting
on every bank in the district, 76 banks are not remitting at
par, but are being collected through Express Companies or
Special Agencies.)

4. The education of every bank concerning the necessity of
conserving credit. ' ' '

5. The education of banks and their customers to reduce their
requirenents for new currency.

We felt that while we might be able to sell certificates satis-

factorily by sending out salesmen we could not sffect these other important
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tﬂihgékthrough traveling sulesmsn; they requiressteady persistent effort
from local sources. We, therefore, &otermined to establish a series of
agencies throughout the district, the agents being bankers, to work
steadily for the ends above described. Our plan was to have every bank
in the district attached to one of these agencies so that our effort
should be mot merely comprshensive but complete. We were confronted,
in the selsction of our agents, with the possibility that we might
create jealousies by our selections. For ihis reason and also to ob-
tain their influence, we asked thé State Bankers! Associations within
our district to cooperate with us in this work and select the agents to
act in the capacity of committees appointed by the Bankers! Association
in its plan of cooperation with the Government and the Federal Reserve
Bank for these important national purposes. The result is that we have
about seventy bankers in the district, at appropriate geographical inter=-
vals,acting as committecmen of the Staﬁe Bankers'! Association and as
agents for us in accomplishing the work above outlined. Each of these
bankers has from ten to twenty-five banks in his immediate vicinity
which he is charged with the duty of educating along the lines of the
campaign. It is understood that the work is to be done not by letter
writing but by personal interviews and by keeping in touch oter the tele-
phone. Each of the seventy banksrs advises us from day to’day, or week
to week, of the attitude of each of his banks in respect to each of the
items in our programme, and we record his reports in our card index of
the banking institutions of the district.

We felt that it was important to get these seventy bankers
thoroughly educated to the importance of the work, to the lines upon

nhich it should bs handled, and to the necessity for great discrstion
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and tact in carrying it out, before turning them loose on the district.
Governor Treman, therefore, wrote a letter to the President of the
Association outlining fully the programme and the method of approach-
ing the subject, the substance of which he in turn communicated to his
committeemen, and we then had all the committieemen come to New York and
spand an entire day with us going over every phase of the subject. This
latter step we consider of vital importance, as we succeeded not only
in explaining the work thoroughly to them but in impressing each of them
that in serving in this capacity he was acting as an agent of the govern-
ment in a war activity of vital importance. A degree of eqthusiasm
among the committeemen, far beyond our expectations, developed as a
result of this day's work.

We originally planned to get in an outside banker to handle
the work from our end, but for the pegesent this has not seemed neces-
sary and Deputy Governors Treman and Case are looking after New York,
and New Jersey respectively. As New Jersey is a divided State the
Philadelphia Reserve Bank joined with us in organizing the campaign
there. It is understood that the Federal Reserve Bank pays the out-of-
pocket expenses of the committeemen in their work,

The result of the campaign, al though just inaugurated, has
already been to mors than double the number of purchasers of certificates
and to change the attitude of a considerable number of the 76 banks who
were compellingius to collect on them by express. The leaders of these
insurgents spent a day at the bank this week and determined to send out
a circular to their associates urging them to remit at par for the peried
of the war as an evidence of their willingness to cooperate fully with

the government during this period of national eiffort. This is a most
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gratiiying result to us. We have not yet presented a programme to our
committeemen suggesting the lines on which they should recommend con-
servation of bank credit, awaiting a statement from the Federal Reserve
Board on the subject. As soon as such statement is received it will be
placed in the hands of our committeemen for discussion with their banks.

I am enclosing copy of Governor Treman's letter to the President
of the New York State Bankers! Association outlining the programms.

In conclusion I may say that we all feel enthusiastic over the
possibility of this intensi&e and permanent organization of our district,
not only for ths work immediately at hand but for the future relations
between the Federal Reserve Bank and all the banks, member and non-member,
in the District. To have some sewenty centres of understanding of the
Federal Reserve system and of personal influence .upon which we can call,
when needed, is a most valuable adjunct to a Federal Reserve Bank Organi-
zation,

Very truly yours,
(Signed) PIERRE JAY.

3/7/18
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CONFIDENTIAL February 1, 1918,

John H. Gregory, Esq.
President, Central Bank,
Rochester, N. Y.
Dear Mr. Gregory:

The growing extent and importance of the national financing together
with the experience of the last six months in connection therewith have convinced
the officers of this bank that the time has arrived when we must develop @& more
intensive and effective organization of the banks, beth member and nonmember,
in this district in order that we may be in a position to render the services
required of us both for the national'Government and for ocur own members.

We recognize of course that the responsibility for the success of the
work of such an organization will rest primarily upon this bank but appreciate
that the New York State Bankers Association, if it will cooperate with this bank
in such organization, can be of very great value and assistance, and we are
writing to you as president of the State Association to ask whether the associa-
tion will thus cooperate with this bank and in addition, whether ycu personally
can arrange to give a large portion of your time in the immediate future to this
work.

The scope of the work at present contemplated, only part of which

. however need to be undertaken at once, is as follows:

l. To enlarge and broaden the market for the Government's
short time certificates of indebtedness in which every
bank in the district sheould participate.

2. To insure the sorting of all gold and gold certificates
and their shipment to the Federal reserve bank for
credit or for exchange for Federal reserve notes,

3. To educate the banks to reduce their requirements for
new currency, which puts unnecessary burdens on the

Bureau of Engraving and Printing.

4, To educate the banks how to conserve credit.
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5. To bring desirable State banking institutions into mem-
bership in the Federal Reserve System.

6. To persudde the 76 banks in the district which are not
nov remitting at par that it is their duty to do so

The particular work to be done at the present time is along education-
al lines, much of which will require the exercise of great delicacy, every man
in the organization in fact must be thoroughly convinced of the dangers which
might arise through making any statement or taking ary action likely to give rise
to alarm, On the other hand, a great public service will be performed if the
work results in gradunlly allaying any fears that may already have developed in
the minds of bankers. Too greaﬁ emphasis, therefore, cannot be laid upen the
necessity for discretion and for the employment of able and discreet men in this
work,

Referring to these in the order mentioned:

1. CERTIFICATES: Since the first sale of Treasury certificates of in-
debtedness I believe the banks in the City of New Yerk have subscribed for some-
thing like 60% of the entire amount issued, the other 40%, or thereabouts, be-
ing very unevenly distributed throughout the United Stntes. This condition can-
not continue indefinitely. The Treasury Department officials desire the reserve
banks to effect an equitable distribution of the amount allotted to each dis-
trict and gradually to work to the plan that every bank in the United States
will consider it to be its duty to subscribe regularly for a certain percentage
of its rescurces. The percentage con only be fixed after experience and upon
knowing the amount of each sale. Bankespurchasing the certificates may pay for
them by credit, pledging the certificates or other prescribed securities- as
collaternl, and the money 2t the Gevernment's credit will be gradunlly 2nd pro
rata withdrawn, but the account 2gzin built up as new saleé of certificates @re

mrde. The certific-tes, except those issued to anticiapte taxes, payable in
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June,.are intended to be used in mnking payment for subscriptitons to Liberty
bonds but it is nevertheless desirable that banks thet buy them should resell .
them to their ¢ustomers as widely ns possible. When & bank purchases certi-

y ficates and pays by credit, no occasion arises to discount with the reserve bank,
as a secured Government deposit does not require any reserve. As the Govern~
ment withdrnws the funds, the banks should accustem themselves to using the
facilities of the reserve bank.

The st tement will be mnde by many bankers that the Government deposits
are withdrawn so quickly thit they cennot afford to take the certificntes; that
the rate of interest is too lov nnd thnt the demands of their regular customers
preclude their accumulating the lorge amounts desired. All of these quesﬁions
must be.dealt vith intelligently =nd toctfully. The principql difficulty, that
of not having resources to meet the Government's requirements, will be covered
in No. 4, _

2. GOLD: Since fhe var begon, this country has added over $1,200,000,00C
to its gold stock. Between §1,700,000,000 and {1,800,000,000. out of about
$3,100,000,000. is now held by the reserve banks. Probably $500,000,000. or
$600,000,000, more could be accumulated tbrough withdrawal of gold now in general
circulation and the deposit of a larger propertion of that held in bank reserves.
The reserve banks have now so organized their affairs that gold once paid in will
not under ordinary circumstances be pnid out as all demands for currency of $100
denomination and under con be met by the use of Federal reserve notes, and, when
pending amendments to the Federal Reserve Act become law, the demand for bills
of $500 and higher denominations can likewise be met by the use of Federal reserve
notes,

Only three kinds of demands upon reserve banks for gold can cause a per-
minent loss:

One is through gold exports. These are under control as the re-
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sult of the pﬂssapé of the Trading With The Enemy Act.
Another is by the accumulation of gold reserves*by the banks and
trust companies. This can only be controlled by educational
work and we must not create the impressien by refusal to pay
out gold that gold payments have been definitely suspended.
The third, and most serious loss of gold, would arise as a re-
sult of any teriency on the part of the general public to
hoard gold for fenr they might not later be able to get it.
In conducting the propaganda, therefore, we have t0 consider
the danger of stimulating hoarding by banks and by the public.
No subject requires greater delicacy and, skill. If it is handled
wrongly me might create an alarm which would not only defeat the purpose of
this plan of increasing our gold supply, but might bring about a great loss of
gold by the'reserv? banks. At the outset, we particularly fequire informition
at the Federal reserve bank ns to which banks are sorting their gold and ship-
ping it to us. And the bankers themselves require education as to the importance
of doing so, conducted, however, in such a way as not to alarm them. It is not
so much the advantage of getting the gold which t£ef,now hold as it is to inter-
cept the stress of gold certificates constantly passing through the banks so that
they operate as sieves, all the gold being arrested éna shipped to us and all
payments of currency being Federal reserQe notes. Once that process is started,
the bankers will become accustomed to carrying only Fedéral reserve notes in
N their tills and we are likely to get most of the gﬁld now held in bank reserves
as well as gradually accumulate that in general circulation, The suggestion
would be simply to have cauticus inquiry made of each bank as to what its policy
is in that respect; whether the tellers have any instructions and, if 50, how
diligently they are carried out. You wili have to answer inquiries as to the
reason for this policy and it can be pointed out that the Aesire of the resgr?é
bank to increase its gold reserve is simply to enable it %o protect the baﬁx—
ing system, the need for which is greater in time of war than in time gf'beace,

:
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and, in general, patriotism demands cooperation. No urgency should be cxhibited.

The men undertaking this work must be cautioned that no publicity,
practically no letter writing, and no urgency should be permitted. Newspaper
grticles, or cven private discussion of this mattcr that might permeate through
the general public would be dangerocus.

3. NEW CURRENCY: Onec of thc greatost embarressments to the Federal
Governmcnt and the reserve banks in connection with the Liberty Loans has been
tho inability of the Bureau of Freraving and Printing to furnish the actual bonds
promptly., THe reason for this is the immcnse pressure on the plan to prepare
the gre~t amounts of material required =2s soon as the war began, Part of the
demand has been postﬁge stomps ard revenue stomps, part currency, and, of course,
the chief demand, the bonds and interim certificates. If the bankers could be
persuaded that ordinary economy in paying out new currency will relieve a great
part of the strain on the Bureau, ecnabling them to get the Government bonds cut
more promptly, and enable them to meet the growing demends for small currency,
it will be a distinct advantage all around.

4. CONSERVATION OF CREDIT: Here we reach 2 subject that literally
bristles with difficultiecs. I shall not attempt in this letter to olaborate the
arguments from an economic standpoint 2s to why our bankers must be educated, per-
suaded or even, if the war lasts, required to discriminate in extending credit,
To illustrate the point, if the 28,000 banks in this country could affect & re-
duction of credit of only $10,000 each, it would mezn §2,800,000,000 of liquida-
tion 2and an immense strengthcning of cur reserve position. It would mean easier
money, ensier Government financing, in time lower prices for materials and e

more adequate supply of labor,

It must not be inferred tht old customers are to be embarrassed, that

mrturing loans must not be renewsd, at least in part, nor the ordinary conduct of
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the country's industrics intcrfered with, certninly at the start. What we have
in mind is to impress tho benkers in this district with a scnse¢ of their‘
rosponsibility to see thnt credit is not wasted =~ny more than foodstuffs, fuel,
or other nccessities of life arc ﬁasted. I think every bank president and
cashicr should feel thnt it is his duty to inquire into the purpose of every
loan th~t he extends tp 2 customer, ard, using rensonable discretion, so as not
fo cause embarrassment, loss, or even dissatisfaction, should be able to per-
suads nis customer thnt he, likewise, has 2 duty to his Government, which can
oniy be performed by =avoiding unnccessary cxpenditure involving the usc of labor,
matcrinls ﬂhd credit,

Should the impression get abroad that the Government or the reserve
banks intendéd 1o exercise such control over credit as to interfere with the
business of the b-nks or bring hardship to their custemers, we would crentc 2
state of feeling th-t would result in interfering with the conduct of the war.
If, on the other hand, no steps are taken to conserve the resources of the country
including its credit resources, we are geing to have n period of expansion,
elevation of prices 2and wages nnd reneral economic.disorder, for which some day
we will pay dearly 2s in the civil war. On itcm No. 4, therefore, I feel that
the grentest c~ution is‘required and that only men of discretion and intelligence
can conduct this educntional eampnign successfully and withcut arousinge alarm.

5. STATE BANK MEMBERSHIP: New York City has led the country in bring-
ing St~te bonks and trust companies into the System. The total resources of the
members reccntly admitted aggregate abeut §5,000,000,000, Ve are anxious to
extend the movement throughout ocur entire district in order that we may have a
compact body of banks strcné ehough to take care of the requirements of the Gov-

ernment and to support gach other through any emergeney that may arise as a re-

sult of the war,
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Lists have been prepared ot the bank of all staté banks and trust
companies that are eligible for membership. These must be carefu;ly examined and
only those that would be desirable members dealt Wwith. The various arguments as
to why membership is desirable have already been prepared in much detail and can
be furnished as required, -It may be that at first this work should be éonductedl
directly by the cfficers and empioyees of the bank, but I should hope not..‘va
a field force could be persuaded to undertake this work in the near future, I
believe we could count upon a great access of memberéhip and one which would im-
mensely strengthen our district in every way. Ve will néed to establish a care-
ful filing system in the charge of competent men at headquarters, in which LI
record of the attitude of each State bank may be maintained and an adequate
follow-up system adopted. If this part of the prog}am does not appeél to you at
“the moment, later developrents may enable you to uﬁdertake it,

6; COLLECTION SYSTEM: There are now 76 State banks upon vhich we are
collecting checks by express or through local representatives. There is no doubt - é
whatever that the reserve system and its collection facilities have come to stay.
If these 76 banks could be persuaded to come into the plan it will relieve us and
them of considerable expense and trouble, and,,vhat is more desirable, will remove 'i
’one of those causesAof irritation that does no one any good aﬁd, in the present

national emergency, does distinct harm. You and your associntes may not feel will-

ing to undertake this work. On the other hand, your efforts in this direction
would be much more likely to succeed than ours end, perhaps, after the elapse of 'é
some time, you may feel willing to undeértake it,

Should the State Association be willing-to cooperate in this matter and
do so‘through their various groups,‘it would seem advisable to omit Group Ne. 8

\ which is in New York City, leaving that to be dealt with directly by the officers ' ;
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of the Federal reserve bank or in such way as may be deemed best. Should you |
perscnally be willing to entef upon this work there‘are many important~deta§ls of
organization to be discussed and we sugrest that you arrange, if convenient, fo
call at this bank on Tuesday morning before yocur meeting with the group chairmen.,
You will understand, of course, that this bank expects to arrange for all reason~

able expenditures necessary,

This letter is unusually long but the subjects mentioned are so impor-
tant that a detailed explanation cf each seemed advisable. The wérk to be under=-
taken is as important as anything that we now have on hand.

We are confident of splendid»results if a gfood organization is effected
and directed with skill and caution and we need/ﬁot assure you of the great sense
of obligation whiqh the directers and offiéers of the bank will feel if you are
willing to undertake it, and the State Associétion will join with us.

Very truly ydurs,

Deputy Governor.

RHT/ELS
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